State Farm Insurance Campanies

ONE STATE FARM PLAZA. E-12
BLOOMING TON, ILLINOIS 61710-0001

TR WCF FEDIEAD v, con
October 19, 2012
Ms. Jennifer J. Johnson Mr. Robert E. Feidman
Secretary Executive Secretary
Board of Governors of the Federal Deposit insurance Corporation
Federai Reserve System 550 17" Street, N.W.
20™ Street and Constitution Ave., N.W. Washington, D.C. 20429
Washington, D.C. 20551 Attn: Comments/Legal ESS

Mr, Thomas J. Curry

Office of the Comptroller of the Currency
250 E Street, S.W.

Mail Stop 2-3

Washington, D.C. 20219
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Dear Ms. Johnson, Mr. Feidman and Mr, Curry:
Introduction

State Farm Mutual Automobile Insurance Company ("State Farm Mutual"), a savings and
loan holding company (SLHC), appreciates the opportunity to submit these comments on the joint
notices of proposed rulemaking (the "Proposals") regarding capital requirements published by the
Officeof the Comptroller of the Currency (the "OCC"), the Board of Governors of the Federal
Reserve System (the "Board"), and the Federal Deposit Insurance Corporation {the "FDIC")
(collectively, the "Agencies") in the Federal Register on August 30, 2012." Our comments are
directed primarily to the Board, as the federal regulator of SLHCs.

State Farm Mutual fully supports the fundamental goals of capital adequacy that underiie
the Proposals. However, rigorous analysis will clearly demonstrate that utilizing the Basel
banking-oriented framework for SLHCs engaged predominantly in the business of insurance
(hereinafter, "insurance-based SLHCs"), does not satisfy these goals. Instead, this framework
would utilize measures that could fail to identify significant financial problems occurring within the
SLHC and may encourage capital management practices that could make insurance-based SLHCs
financially weaker. In contrast, insurance risk-based capital (RBC) captures the risks associated
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lii sum, any Basel type regulation, whether Basel | or Base! Ill, riot only is inconsistent with
evaluating insurance risks, but may, and likely will, produce dramatically wrong results. Inflexible
adherence to a Basel | benchmark that isin direct contlict with economic reality should not be
considered consistent with congressional intent in setting a floor for capital and leverage
requirements. In cases where the holding company is a functionally regulated, operating insurer, we
submit that the insurance RBC methodology is in fact the most reasonable interpretation of this
floor and should be used for such purpose. The issue is not about whether strong capital standards
should be required—everyone shares that objective. The issue is about using the most appropriate
and effective standards.

C. Preserving SAP Accounting

Consistent with its preservation of the functional regulation of insurance-based SLHCs, the
Dodd-Frank Act does not mandate that the Board require GAAP reporting. To the contrary, the Act
states that "to the fullest extent possible," the Board must rely on the "reports and other supervisory
information that the savings and loan holding company or any subsidiary thereof has been required
to provide to other Federal or State regulatory Board . ..."*" According to the Senate Report
accompanying Section 604 of the Dodd-Frank Act:

While the Committee supports consolidated regulation, it also supports coordinated
regulation. Accordingly, section 604(b) requires the AFBA [appropriate Federal
banking agency] for abank holding company to give prior notice to, and to consult
with, the primary regulator of asubsidiary before commencing an examination of
that subsidiary. The section contains an identical requirement with respect to the
examination by the AFBA for a savings and loan holding company [or] a subsidiary
of a savings and loan holding company. Other provisions in section 604 specifically
require the holding company regulator to rely "to the fullest extent possible" on
reports and supervisory information that are available from sources other than the
subsidiary itself including information that is"otherwise available" from other
Federal or State regulators of the subsidiary. These provisions effectively require
that the holding company regulator provide notice to and consult with the primary
regulator, e.g., the appropriate Federal banking agency for a depository institution, to
identify the information it wants and ascertain whether that information already is
available from the primary regulator. In addition section 604 specifically requires
the AFBA for the holding company to coordinate with other Federal and state
regulators of subsidiaries of the holding company, "to the fullest extent possible, to
avoid duplication of examination activities, reporting requirements, and requests for
information."3!

In the case of an insurance-based SLHC that is an insurance company, the insurance
company's primary regulator would be the holding company's state insurance regulator.

Further, the Senate Report specifically directs the Board to accommodate the accounting
practices of SLHCs when issuing capital regulations under related section 616:

Dodd-Frank Act § 604(g).
Senate Report 111-1 76 at 84.
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It isthe intent of the Committee that in issuing regulations relating to capital
requirements of bank holding companies and savings and loan holding companies
under this section, the Board should take into account the regulatory accounting
practices and procedures applicable to, and capital structure of, holding companies
that are insurance companies (including mutuals and fraternais), or have subsidiaries
thai arc insurance companies.*?

By forcing mutual insurance companies to prepare financial statements both according to
GAAP (for the sole purpose of reporting to the Board under the proposed capital rules) and SAP (as
required by their functional regulator), with little explanation of any compelling necessity to do so,
the Board has clearly declined to rely to the fullest extent possible on existing reports and
supervisory information already provided by the entities, and has therefore ignored the expressed
intent of Congress, Importantly, as explained in Sections Il and IIl above, we believe there arc far
less costly and burdensome alternatives to provide a "consolidated" picture of an insurance-based
SLHC like State Farm Mutual that is afunctionally regulated insurer a the top of the holding
company structure.

We also note that foreign subsidiaries of United States Banking Organizations filing FR
2314 financial statements may submit reports based on the foreign country's accounting standards if
submitting reports on this basis would materially reduce the reporting burden. Wc believe that U. S.
regulated insurance-based SLHCs, which do not prepare GAAP-based statements, should be
afforded similar treatment and allowed to submit SAP-based financial reports. As indicated above,
such treatment would avoid the material cost and burden associated with implementing GAAP
reporting processes.

D. Timing of Capital Requirements for SLHCs

The statutorily imposed timing of the application of new minimum capital requirements to
SLHCs under Section 171 is further evidence that Congress intended special consideration of the
capital requirements that should be imposed on SLHCs. During the House-Senate conference on
the Dodd-Frank Act, the conferees determined that the Section 171 capital requirements should be
delayed for any depository institution holding company that was not supervised by the Board as of
May 19, 2010, which includes any SLHC. This was deemed appropriate in light of the substantial
compliance burdens placed on any holding company not previously subjcct to Board standards.
Thus, Congress expressly provided in Section 171a provision that postpones the applicable date of
the minimum capital requirements for such holding companies, including SLHCs, to July 21, 2015.
Specifically, Scction 171(b)(4)(D) provides:

(D) DEPOSITORY INSTITUTION HOLDING COMPANIES NOT
PREVIOUSLY SUPERVISED BY THE BOARD OF
GOVERNORS. - For any depository institution holding company that
was not supervised by the Board of Governors as of May 19, 2010,
the requirements of this section, except as set forth in subparagraphs
(A) and (B), shall be effective 5 years after the date of enactment of
this Act.

2 d. at 89,
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for a strong and competitive financial system that effectively delivers high-quality services to
consumers within the context of functional regulation of financial institutions.

State Farm Mutual very much appreciates the Agencies' consideration of these comments
and would be pleased to answer any questions the Agencies might have.

Very truly yours.

Jeffrey W. Jackson
Senior Vice President and General Counsel
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